In recent years, many emerging market countries have developed or are in the process of developing SME Exchanges to provide financing to SMEs, but few have succeeded. This paper aims to help stock exchanges and policy makers think through the key questions to be addressed to determine if, when, how and for whom to develop an SME Exchange in emerging market countries. It takes stock of some of the actions that exchanges can take to reduce issuance costs, in time and money for SMEs, without compromising the prudential needs of investors.
The paper draws on the experience of seven SME Exchanges and the World Federation of Exchanges that participated in a workshop organized and led by the WBG to discuss these and other questions. It does not recommend a specific model to follow and does not address specific context issues, however the analysis suggests approaches that are widespread and/or could be beneficial to consider such as (1) focus on SMEs with a sizeable growth rate, (2) have the SME exchange legally related to the main board, (3) do not reduce disclosure content to reduce costs, (4) allow private placements, (5) have well regulated advisors to vet issuers and provide comfort to investors about the quality of the issue, (6) have outreach, public awareness campaign and training for SMEs, (7) consider tax incentives for investors. The report is the first in a series on this topic, and subsequent reports will address and expand on related and broader issues. Currencies are in U.S dollars unless stated otherwise.
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I. Context: Setting the Stage for SME Exchanges in Emerging Market Countries
Small and Medium Enterprises (SMEs) play a strong role in economic development in many countries around the world. Over the years, numerous countries and exchanges have approached the World Bank Group (WBG) asking for advice on how to develop SME exchanges. While SME exchanges may be valuable to have, many countries have attempted to develop them but few have succeeded. There are some successes in developed countries, such as the Alternative Investment Market (AIM) in the United Kingdom, TSX Venture Exchange (TSXV) in Canada, and the Australian Securities Exchange (ASX) in Australia, but several less so.
Developing SME exchanges in emerging market countries (EMCs) is a more difficult challenge, largely because the size of the SMEs is so small. GreTai Securities Market in Taipei and Warsaw Stock Exchange (WSE) NewConnect in Poland have had some success. Others, with significant numbers of SMEs in their economies, have had more modest success and are struggling to understand why. A key issue is how to reduce the costs of issuance in time and money for the SMEs given their small size, but without compromising the prudential needs of investors. There are other difficult challenges as well.
This paper takes stock of the actions that several SME exchanges have taken to help reduce issuance costs, in time and money, to encourage new issuance and investment. It draws on the experience of seven SME exchanges and the World Federation of Exchanges that participated in a workshop organized and led by the WBG to discuss critical questions, including the following: 2
• If and when an SME exchange should be developed • Which types of SMEs it might serve
• Which types of investors should participate • How the operation should be set up legally • What type of regulatory approach works to reduce issuance costs and requirements without harming investors
• If incentives should be given and if so what type
The goal is to provide a document that helps stock exchanges, and policy makers, think through the key questions that need to be addressed to determine if, when, how, and for whom to develop an SME exchange.
The paper does not address two important areas:
• It does not address the broader issues that need to be considered when building any marketplace, such as whether there are sufficient SMEs and investors, a supportive legal and regulatory context, institutional capacity, and political-economic context. It focuses 2 The seven exchanges are NSE India Emerge (India), JSE AltX (South Africa), GreTai Securities Market (Taipei) BM&FBOVESPA Bovespa Mais (Brazil), WSE NewConnect (Poland), BIST ECM (Turkey), and TSX Venture Exchange (Canada). The CEO of the World Federation of Exchanges also participated. They were selected to participate in the stocktaking because they have operating SME exchanges and have experiences to share in developing them, some more successful than others. Many have the conditions in place to support the SME exchanges.
primarily on technical steps exchanges might adopt related to exchange operations. Before applying these actions, an intensive diagnostic would be needed to assess whether the broader context is conducive. Taking the measures discussed in this paper alone will not spark a successful SME exchange.
• It does not propose a specific model to follow. Each exchange would need to consider how to apply and combine the elements noted.
Although a specific model is not proposed, there are approaches that this analysis suggests are widespread and/or could be beneficial to consider (see Figure 1) . The stocktaking showed that most exchanges:
• Focus on SMEs that have a fairly sizable growth rate, as they will have capital demands and be most willing to use an exchange to obtain it.
• Are legally related to a main board, often to receive some form of subsidy; few are standalone entities.
• Do not reduce disclosure content to reduce costs. Content is considered too important.
They reduce other requirements, such as the frequency of submitting disclosure documents and allowing online dissemination rather than requiring printed materials.
• Allow issues to be done as private placements, to further reduce entry requirements and costs, at least as a first-stage step to being listed.
• Have advisors that vet issuers and provide comfort to investors about the quality of the issue. To be most effective, these advisors should be licensed, regulated, and sanctioned if they support too many ultimately poorly performing issuers.
• Have outreach, public awareness campaigns, and training for SMEs to build understanding, interest, and capacity among market participants.
• Benefit from tax incentives for investors, typically as part of a broader SME finance program.
This paper is the first in a series on this topic. Several additional questions will be addressed in future papers, including the preconditions for an SME exchange, the SME exchanges' relationship with the main board, why investors invest in SME exchanges, and the nature and impact of reducing corporate governance requirements.
Figure 1. Key Conclusions
Note: MM = market maker; SME = small and medium enterprise.
II. The Current State of SME Exchanges
A. What Is an SME?
There is no standard definition of what constitutes an SME. Definitions of an SME vary widely across countries and regions, although the criteria include a maximum level for one or more of the following criteria: number of full employees and/or annual sales turnover. 3 These differing SME definitions across countries can make an international comparison ambiguous. However, for the purpose of this paper, instead of taking into account any specific SME definition, we will rely on each country's own national criteria for an SME definition (see Table 1 ). • SMEs in the European Union (EU) are defined as enterprises that have fewer than 250 employees and do not have sales that exceed €50 million ($68 million) or an annual balance sheet that exceeds €43 million ($58 million). As a member of the EU, Poland adopts this definition.
• South Africa applies differing criteria for different business sectors. The definition of SMEs in South Africa is set out in the National Small Business Amendment Act of 2003. The classification distinguishes between different sectors and takes full-time employees (less than 200), annual turnover, and total gross asset value into account.
• Brazil adopts the number of employee criteria for the definition of SMEs; this differs according to business sector (industrial sector fewer than 500 employees, service and commercial sector fewer than 100 employees).
• In India, SMEs are defined in the Micro, Small and Medium Enterprises Development Act, 2006 , and the definition for enterprises engaged in manufacture, production, processing, or preservation of goods is investment in plant and machinery in their business of less than Re 100 million ($1.6 million).
B. The Current State of SME Exchanges
As we have noted, building an SME exchange is difficult to do successfully, even in advanced economies and particularly in EMCs where the SMEs are significantly smaller in size (see Table 2 ).
The United Kingdom's Alternative Investment Market (AIM), the London Stock Exchange's international market for smaller growing companies, is most commonly cited as a successful SME exchange, having listed more than 3,400 companies from around the globe since it was established in 1995. 4 Attempts have been made to duplicate the AIM model in a number of emerging market jurisdictions: particularly its use of a Nominated Advisor, or Nomad, to provide support for SMEs before and after listing on the exchange and to assess the appropriateness of the SME to be listed; access to a knowledgeable advisory community; and a balanced regulatory framework that facilitates ease of entry and less onerous requirements for SMEs while offering appropriate investor protection.
The AIM framework, however, may need to be customized for the smaller EMCs, whose SMEs are much smaller than AIM companies and require a low cost structure, and whose advisors are less established. AIM relies on a supportive ecosystem, including the following:
• Nomads that have an established business and reputation (e.g. advisors with corporate finance experience, who may not exist in EMCs).
• Nomads that are sanctioned if they bring poor quality companies to market, not only by the exchange, but also by a knowledgeable investor base.
• The AIM system does not reduce costs for the issuer; the exchange is not marketed as a low-cost exchange. AIM maintains a significant regulatory framework, and in addition sponsors bring direct costs to the issuer. This implies higher costs that smaller emerging market issuers may not be able to bear.
The average market capitalization of AIM companies is $80 million, although the median is $20-25 million.
Experience with SME exchanges in EMCs is on the whole more recent. Although it is still early to measure success for many, several exchanges at the workshop felt that their growth did not match the role of SMEs in their economies. Some SME exchanges have reached a large number of companies. These examples are typically found in the larger EMCs such as China, and although like AIM their companies may be larger than the typical EM SMEs, they offer valuable insights and lessons. Most notable are the following:
• Shenzhen Stock Exchange's SME board (established in 2004) 
III. The Need for SME Exchanges
The importance of SMEs to the economy and their financing constraints are well known (see Table 3 ). SMEs account for a large part of emerging market economies and their job creation. A recent WBG report found that SMEs are the biggest contributor to employment (above 60 percent) in developing countries. Although their contribution to economic fundamentals varies across countries-from 16 percent of gross domestic product (GDP) in low-income countries to 51 percent of GDP in high-income countries-they are a high percentage of firms.
5 Their ability to get funding is key to economic growth and job creation.
For many SMEs, access to finance is a primary obstacle to growth. Recent International Finance Corporation (IFC) data show the financing shortfall for the 25-30 million formal SMEs in EMCs at around $1 trillion. 6 For the reasons discussed above, SMEs are a priority for many EMCs' development and growth agenda. They have, and will increasingly have, space in the policy agenda. A. SME Financing: The Role of Exchanges SME exchanges are one of many options for SME financing along a spectrum or ladder that is frequently linked to the life cycle or stage of growth of the SME. This ladder typically progresses from the startup phase, which is usually funded by entrepreneurs' capital and family and friends, to an early stage where debt is taken on through bank loans. After this the shareholder structure broadens to include venture capital (VC), and in a growth phase, private equity (PE) financing is often sought. Capital market funding is usually seen as being at the end of the financing spectrum.
This funding life cycle is being increasingly compressed, particularly for high-growth companies in the innovative or technological sectors that are looking for capital or visibility at earlier stages. This is occurring as those companies observe the initial public offerings (IPOs) of technology companies such as Google and Facebook on international exchanges and become familiar with the concept of equity valuation. This is relevant for SME exchanges as they consider which companies to target and how to create the regulatory framework to best fit the target companies.
Generally speaking, the suitability of equity financing through an exchange compared with other sources of financing will depend on the SME's requirements in terms of the capital and management support needed. More specifically:
• Bank financing: Although bank funding is, and remains, a key source of funding for SMEs throughout their life cycle, it is not always sufficient or appropriate. Bank lending is often short term; and tends to be expensive with high fees and high collateral requirements due to informational asymmetries that create risks in assessing credit worthiness, low revenue per client, and the need for local presence. These collateral requirements can be difficult for SMEs to meet because they may not have enough of the conventional collateral required for bank lending. It needs to be paid back, which puts pressure on cash flows. Moreover, a sustainable business model imposes limits on an SME's indebtedness or leverage ratio, which can constrain how much SME funding can be provided from bank loans.
• Equity financing: Equity financing can help SMEs get beyond some of the constraints associated with bank financing because it is longer term, does not need to be paid back, and increases an SME's ability to raise bank financing and take on debt. It can be provided:
1. From VC and PE firms: Is typically more suitable for smaller companies at an earlier stage of development than exchange financing, because a VC or PE partner can help the entrepreneur obtain strategic advice, technology, or support to grow and market their business. It can help the SME improve its overall operations, including governance and financial accounts in ways that can help the SME become a more suitable candidate for an exchange listing. 2. From an SME exchange: Is appropriate when the SME is less interested in obtaining management assistance or restructuring but needs capital to grow. It contributes two critical pieces:
o By appealing to a broader, more diverse investor base, an IPO can provide access to capital without requiring the SME to relinquish majority control. SME exchanges link issuers requiring long-term financing with a diverse set of investors comfortable with taking equity market risk by providing an infrastructure and regulatory framework that addresses the key risks for both. Exchange financing often increases a company's credit rating due to the transparency required from an exchange listing. It makes them sustainable by avoiding over-leverage in times of growth. o It provides early-stage financiers, such as PE or VC, with an exit vehicle, which can, in turn, encourage them to provide more early-stage financing from the comfort that having an exit provides, and allows them to recycle their investment.
While many SMEs list to obtain financing, many others list to increase their visibility, advertise their products, gain credibility often associated with good governance and accounts, and where the SME exchange has a particular focus, such as technology or high growth companies, win customer recognition that they are a company with those characteristics. The JSE AltX, WSE NewConnect, and GreTai exchanges highlight these as drivers for listings by SMEs on their exchanges.
Thus, the level of new financing does not always have to be the barometer of success for an SME exchange. The SME may be obtaining other types of benefits, such as greater product sales, which also support its economic and employment growth. These sales may translate into the need for additional financing, and from equity exchanges, over time.
As noted earlier, a full diagnostic needs to be done to determine whether a country needs an SME exchange, to evaluate such questions as:
• Is there a sufficient number of SMEs that need funds and are willing to use an equity market to raise them (sharing ownership, disclose information, etc.)? • Is there a sufficient number of interested investors?
• Is there a supportive macro-and political environment, broader legal and regulatory context, and regulatory capability to oversee the market?
As is the case when considering the development of any marketplace, a full diagnostic would need to be done to assess the broader context and determine whether it is conducive to building an SME exchange.
IV. Building an SME Exchange
A. Structure of the Exchange 1. Legal Structure SME exchanges can typically be structured as (i) a separate board or market housed under the main market, (ii) part of the main board, and (iii) a completely separate exchange (see Table  4 ).
(i) Boards or Markets Housed under the Main Market:
Most SME exchanges are seldom stand-alone. They are usually a separate board or market housed under the main market, mainly because SME exchanges (a) benefit from the reputation and experience of the main board, which reassures market issuers and investors, and (b) they are seldom viable financially and often need to be subsidized by the main market because of the need to keep costs low for issuers and intermediaries and their smaller issue sizes, fewer companies, and lower liquidity, which translates into low listing and trading fees. The prospect of graduating to the main market may also be a draw for some SMEs. To successfully develop SME exchanges, the main market needs to be willing to accept some risk that the lower quality of the SME exchange in terms of type of companies listed, liquidity, investor perception, and disclosure could potentially impair the credibility of the main market.
For example:
• NSE India describes Emerge as an SME platform. It is a separate board of the NSE. A major reason for choosing this structure was that the SME platform was not expected to be self-sustaining for the first few years of existence. • Bovespa Mais is described as a separate segment, essentially a board under the main exchange, and is considered one of the special corporate governance segments of BM&FBOVESPA, together with Novo Mercado Level 1 and Level 2. Although Bovespa Mais currently enjoys benefits and exemptions from fees, in the long run, the exchange expects Bovespa Mais to be a self-contained line of business.
EU directives require that EU exchanges are classified as either (a) Regulated Markets, which have to adhere to stricter EU standards for listing and disclosure and are regulated by the national securities regulators, or (b) Alternative Trading Platforms (ATPs), which are considered separate markets operated by a Regulated Market operator and for which certain parts of the regulatory framework are less stringent. The operator is required to present the regulations for the ATP to the regulator for approval. ATPs are thus considered as markets regulated by the stock exchanges themselves (exchange-regulated markets) and are not overseen by capital markets regulators. ATPs offer more flexibility in listing and disclosure standards. To allow for less strict requirements for issuers, both AIM and NewConnect operate as an ATP. As such they are not obligated to comply with EU directives such as those regarding the issuing of a prospectus and can design regulatory frameworks that are less onerous for small issuers.
(ii) Part of the Main Board: The Australian Securities Exchange (ASX) does not have a separate SME board. It has rules that change, or "graduate," depending on a company's size. Of its 2,200 listed companies, 1,900 are SMEs. Companies with a size of less than $300 million have more regulatory flexibility than those of more than $300 million.
(iii) Stand-alone: GreTai Securities Market is one of the few SME exchanges that is completely stand-alone; it is not linked to the Taiwan Stock Exchange. This arose for historical reasons that may not be relevant to other exchanges. GreTai was launched in 1998 as an over-the-counter (OTC), not-for-profit market for nonlisted companies. As the exchange grew, the regulatory framework and trading system were developed. GreTai now has a listed board and recently developed an OTC Emerging Stock Board (ESB), which is a preparatory market where SMEs are required to list for at least six months before doing an IPO. GreTai EM has 253 companies with an average market size of $82 million, compared with the average market size of $180 million for GreTai's listed board. This paper will refer to GreTai's listed board when discussing the exchange. The legal structure of SME exchanges is often linked to factors outside the realm of market efficiency. Exchanges such as GreTai, Shenzhen Stock Exchange, and NASDAQ in the United States began life focused on SME listings or as alternative markets to other national blue chip segments. Such examples are mostly found in highly developed equity cultures that can support multiple listing venues. The legal structure of exchanges has significant strategic impact; for example, stand-alone exchanges are less likely to prioritize their largest listed companies "graduating" to a different marketplace or competitor.
Branding the Exchange
A key question in considering if and when to develop an SME exchange is which SMEs are appropriate for exchange funding and listing, and whether a particular subsector should be targeted. That is, should the exchange target:
• SMEs in general • A certain type of company, and if so: 1. Only high-growth SMEs 2. Highly innovative companies such as technology, hardware, or product innovators 3. Other
This decision is linked to how the exchange brands itself, that is, as an SME exchange, a growth market, or something else. The exchanges in the working group had mixed approaches.
A key starting point is that all SME exchanges should focus on growing companies. SMEs that are not growing will not need the capital an exchange can provide and may not be inclined to use the exchange for advertising either. They may resist sharing information with outsiders; the drive for funding will not be strong enough to overcome this reluctance. The focus should be on "gazelles" from the start. These should be companies that do not meet the requirements of the main market or board.
Several exchanges, such as GreTai Securities Exchange, are seen by the market as listing companies with high growth opportunities. This publicly accepted image is reflected in the price earnings ratios of the two national stock exchanges: GreTai with relatively more growth opportunities has 30 times price earnings, whereas Taiwan Stock Exchange, which has larger more mature companies, trades at a lower 18 times price earnings. JSE AltX brands itself as a growth market; however, it has listed companies that fall outside the medium-sized entrepreneurial companies. NSE India Emerge brands itself as an SME exchange; however, it has a sub-platform aimed at startups that is branded as a growth market.
Exchanges such as NewConnect and NSE India Emerge prefer particular types of gazelles, in this case highly innovative companies such as technology, hardware, or product innovators. These companies typically are comfortable with equity market valuations, and many have already been exposed to early-stage financiers such as PE and VC firms and thus have improved accounting and management structures that prepare them for an exchange listing.
There is clearly a strategic trade-off on how an SME market is branded. If the market favors listings from high-tech, high-growth companies, it may result in higher valuations for listed companies but at the expense of excluding other companies in need of financing. In addition, a market heavily weighted toward one sector of the economy or one type of investor will have difficulty surviving a downturn in its core market, as was the case for Neuer Markt in Frankfurt.
Graduating to the Main Board
Given that most exchange-listed SMEs will be growth companies, the question arises as to whether to allow and/or encourage companies to graduate to the main board if there is a legal distinction between the two markets, and what impact that will have on the SME exchange's sustainability. The decision is often tied to the SME exchange's profitability and subsidies from the main exchange.
Most exchanges encourage graduation, particularly where the larger exchange subsidizes the SME market, because the SME exchange is then seen as a feeder of pipeline companies for the main board:
• The JSE's AltX was created specifically to allow small companies to raise capital and act as an enabler for their growth, eventually resulting in their listing on the main board. AltX listing requirements state that when issuers reach the stage where they comply with the main board criteria, the JSE may transfer their listing to the main board. Since it started, AltX has seen 24 of the 106 companies that have listed graduate to the main board on a voluntary basis.
• Bovespa Mais companies enjoy benefits and exemptions from fees of the stock exchange because Bovespa Mais is subsidized by the stock exchange. In return, it is expected that its companies will migrate to the main market.
• NSE India Emerge has a simple process for migration to the main board: All companies with equity capital greater than $160 million have the option to migrate to the main board with a simple process including a special resolution by a majority of nonpromoter shareholders, and a compulsory migration is required when a companies' equity capital surpasses $400 million.
• TSXV companies voluntarily graduate to the main board. Although it is more expensive, the main board is viewed as having more cachet.
Graduation has pros and cons. On the plus side for the SME exchange, graduation frees up often limited institutional investor appetite for SMEs and allows successful companies to benefit from the main board's greater liquidity, investor pool, and credibility. Allowing graduation, however, implies by definition losing the more liquid and larger companies. Not all SME exchanges allow graduation. Companies that list on Chinext or the SME board of the Shenzhen Stock Exchange are not eligible to apply for a subsequent listing on the country's larger exchanges. Table 5 shows graduation requirements that must be met, in addition to first meeting the main board's standard requirements. 
A. Market Participants
Issuers and Issuance
What size company to allow on the SME exchange and whether to implement minimum size requirements are key considerations. The experience across emerging market exchanges varies considerably. Again, Table 1 notes how an SME is defined in different countries.
As shown in Table 6 , a wide variety of company sizes are served by SME exchanges, from NewConnect's 68 percent of companies with a market capitalization below $5 million to GreTai's 30 percent above $100 million.
• WSE NewConnect has brought very small companies to market: 68 percent of companies on NewConnect have a market capitalization of less than $5 million, and 30 percent are even smaller than $1 million. As of March 2014, the average market capitalization of a company is $8 million, and the average size of an initial offering is around $1.1 million.
• GreTai has 663 companies listed, as of March 2014; the average market capitalization of companies is $133 million. The average IPO size is $14.60 million for 2011, 2012, and 2013. The average market size of a GreTai ESB company is smaller at $82 million.
• Since 2011, Bovespa Mais has targeted a new generation of entrepreneurs with mediumsized companies (not only the traditional family owned) that wanted to go public but were too small to list and raise capital on Novo Mercado. These companies even considered listing outside of Brazil Two questions frequently raised are whether to allow startups and micro-companies. It is generally accepted that micro-companies are not suitable for capital markets, because costs such as prospectuses, annual general meetings, and advisors are too expensive and the personnel requirements to meet ongoing listing requirements are not available. Often, however, policy makers push for them to be included, because they make up the bulk of SMEs.
Allowing startups requires a higher tolerance for failures and challenges to quality that may be damaging for the exchange's reputation, particularly in the early years, when a loss of investor trust in the market's integrity is extremely hard to mend.
• NewConnect allowed startups to list but then stopped after a number of startups failed or changed their business model after listing. It now has minimum size requirements of approximately $160,000 in own equity and requires financial statements for one year prior to listing.
Investors
Two main questions are asked concerning investors: who should the investors be, and how should they be regulated and supported?
Investors in SME exchanges tend to be local, and mostly retail. Local because information about SMEs is typically more available to local than to foreign investors, and predominantly retail because, for many institutional investors, SME issues are too small and lack the liquidity, reputation, access to information, governance, and risk profile they need. At the same time, retail investors can be scared off by the potential risks of investing in SMEs. Moreover, the retail investor base in many EMCs is small, raising questions about the viability of the exchange. Several successful SME exchanges have a knowledgeable and active retail investor base. However, as with most marketplaces, a mix of retail and institutional investors is ideal.
The participating exchanges evidenced both these situations and related some experiences on how to address them.
• As noted in Table 7 , 69 percent of NewConnect's investors are individual, and 24 percent are institutional. The exchange was built mainly by retail investors. The dominance of retail investors is linked to several factors, most notably: o Retail investors are comfortable with a higher risk profile (Polish retail investors are the most active investors in the derivatives market, which indicates their high risk appetite). o They manage their risk by using a portfolio approach, investing in a number of SMEs with the expectation that some will fail but a small percentage will earn high returns. o They get support from the Association of Retail Investors, which supports listed SMEs and holds a twice yearly event for SMEs to meet retail investors. SMEs have a stand at no cost and a platform to market their company.
• TSXV and AIM are dominated by retail investors but have large institutional investor bases that they built over time through outreach and education, particularly educating institutional investors on the benefits of using a portfolio approach to investing in SMEs.
• AltX suffers from a lack of institutional investors, mostly because their investment mandates have size and liquidity restrictions, and AltX markets to retail investors. Lack of institutional investment together with the low savings and investment culture in South Africa are the key reasons why the AltX market is not growing.
• Like AltX, Bovespa Mais faces challenges developing a domestic investor base. It is working to increase the number of local investors, but this is a challenge for the main board as well. Seventy percent of investors in main board IPOs are foreign. They are looking for large opportunities and high liquidity-and do not want to invest in small IPOs.
• Foreign investors are interested in both exchanges in the Toronto Stock Exchange Group; however, this is less likely for EMC SME exchanges.
Exchanges that rely mainly on individual investors need to give particular consideration to protecting them. Some exchanges such as NSE India Emerge have restricted investing in SMEs to institutions and high-net-worth individuals who know how to evaluate risk. The Security and Exchange Board (SEBI) has set minimum investing and trading amounts at Re 100,000 and imposed minimum trading lots of that amount. However, this excludes India's large retail investor base from the SME market, reducing liquidity. 
C. Regulations, Fees, and Other Requirements
Given the small size of SME issues, a key challenge is to reduce the costs in time and money of issuance so it is economically viable and doable for the SME, but in ways that do not create prudential problems for the investors. Regulatory requirements cannot simply be shrunk with regard to the main board until they become attractive to the issuer.
Getting the right regulatory balance is at the heart of the challenge in developing an SME exchange. Workable structures are being employed in different exchanges that involve reducing fees and preparatory time without significantly reducing prudent elements such as the content and value of disclosure and transparency.
Workable Cost Structures
Time and money are key reasons why many SMEs hesitate to list on an exchange (see Table  8 ). Exchanges such as NewConnect and Bovespa Mais find that IPO costs of less than 5 percent are workable for most SMEs, but are still not feasible for very small companies. Bovespa MAIS and NewConnect estimate all-in IPO costs as 4.5 percent.
Many exchanges are lowering exchange and regulatory costs for issuers without significantly reducing the quality and quantity of information provided to investors, most notably:
i. Lowering or waiving fees for listing, custody, and market maker services:
• The Borsa Istanbul lowered listing, post trade, and custody fees to one-tenth of the normal market fee and gave a 50 percent discount on market makers fees for BIST ECM.
• NSE Emerge provides subsidies across the spectrum, including not charging listing or transaction fees. With such low fees and small number of companies listed, NSE Emerge needs to be subsidized by the main board during its startup phase.
ii. Reducing ongoing costs: These costs can be high, such as for information disclosure and investor relations. Disclosure costs and investor communications can be reduced by using the exchange to disseminate information and waiving requirements for printed documents.
iii. Reducing financial services fees: Although the SME exchange can lower some costs, advisor, legal, and brokerage fees can be high, and the exchange cannot often directly influence them. It can, together with the capital markets regulator and other capital market entities, help create a competitive environment for intermediaries and advisors by encouraging a number of these intermediaries to enter the market. The cost of initial listing is a flat rate of $16,667 (NT$500,000). The afterlisting annual fee is based on company capitalization.
Bovespa Mais
Exempts the company from a number of fees, such as register fee, offering liquidity fee, and gradual discount on annual fee until fourth year. WSE NewConnect Fees related to trading are based on flat rates and do not depend on company capitalization, at around $1,000 a year. BIST ECM Exchange and depository fees reduced to 1/10th of the main market. Capital markets board fees reduced to 1/20th. Registration fee of 0.01% of offering value (0.2% for main market). Source: WBG compilation of exchange information.
Reducing Regulations and Protecting Investors
A key challenge with SME markets is how to create a regulatory regime that SMEs can meet and that achieves the prudential needs of the investors as well. The regulatory requirements cover performance, disclosure, and governance requirements. These may be lowered, compared with the main market, to reduce costs to the issuer. SMEs can be more risky than larger companies, although they are also less complex; lowering regulatory requirements can reduce investor protection and investor confidence.
i. Easing Entry Requirements
To facilitate the listing of smaller companies that have been in existence for a short period of time with short profit histories, many SME exchanges relax entry requirements compared with the main board, as shown in Table 9 . Requirements that can be lowered concern:
• Performance/earning and size (company size, minimum market capitalization) • Number of shareholders • Percentage of free float.
GreTai has reduced capitalization requirements, and WSE NewConnect reduced earnings and entry requirements compared with the main market. • Subsequently, the AltX Advisory Committee shall advise the JSE as to the eligibility of the issuer
• Same as main market GreTai • Minimum $1.64 million paid-in capital • Operating history of 2 full financial years • Profitability: for the last year, no accumulated losses, minimum net profit before tax of 4% of the capital, or for each of the last two years, minimum yearly net profit before tax 3% of the capital, or for the last two years, minimum average yearly net profit before tax 3% of the capital and the net profit of the last year higher than the previous year, and the last year's net profit must be more than $0.13 million • Free-float shareholding (minimum 300 minority shareholders, with overall holding >20% of the total outstanding shares) • Must have been registered in the ESB for at least 6 months • For qualified "high-tech" and "innovative" companies, profitability and operating history requirements can be waived. Companies can apply for the "qualification certificates" with the relevant government agencies.
• 
ii. Private Placement
Many exchanges allow or have plans to introduce the ability for SMEs to list through a private placement (termed "listing by introduction") as well as public offering (see Table 10 ). This reduces requirements such as to produce a prospectus if the placement is made to a restricted number of investors. Private placement not only reduces costs by removing the more expensive and onerous public offer requirements, but also often reduces the time it takes to come to market.
As is common with private placements, given the reduced information requirements, shareholders are restricted by type, for instance, to high-net-worth individuals or institutional investors who are assumed to be better able to evaluate risk, and/or by imposing a maximum number of shareholders.
• WSE NewConnect limits the number of investors in a private placement to 149, although the actual number is usually closer to 10 to 20 investors. Most NewConnect listings (70%) were issued through a private placement, attesting to its more attractive structure.
• NSE Emerge and JSE's AltX also have a private placement mechanism. Bovespa Mais is likely to introduce one in late 2014.
It is important to note that once listed by private placement, SMEs have to comply with the ongoing disclosure and governance requirements of the SME exchange, because once their shares are traded on the secondary market they are open to all investors. In some cases, shares bought in a private placement cannot be sold during a lock-up period that allows the company time to meet the disclosure requirements of the exchange.
Experiences with private placement have not been hassle free. NewConnect faced an unanticipated problem regarding minority investor rights as companies decided not to list after organizing a private placement in which investors were locked in and had no market through which to exit. Polish investors approached the exchange for recourse, but the exchange was unable to intervene because the listing had not occurred. 
iii. Reducing Disclosure Requirements
It is typically thought that to achieve an attractive cost structure for issuers and facilitate issuance, disclosure content for SMEs needs to be significantly reduced relative to the main board requirements. On the contrary, most SME exchanges do not reduce these requirements because of the inherently riskier nature of investing in SMEs. Investors need adequate and clear information. In fact, some SME boards, such as ChiNext, have higher disclosure requirements than the main board (see Table 11 ).
Although content disclosure is not often reduced, other disclosure requirements can be amended to lower costs in time and money. Examples found in many SME exchanges are the following:
• Allowing longer time to prepare reports: In addition to making the preparation less intense, this can reduce costs because it moves financial report verification out of high peak periods for auditors and accountants. Brazil plans to give SMEs more time to prepare reports, 60 days for SMEs compared with 45 days for main board companies. TSXV allows 15 days longer for quarterly reports and an extra 30 days for the production of annual reports.
• Reducing the frequency of reporting: NSE Emerge requires half-year reporting for SMEs compared with quarterly for the main market; NewConnect is semiannual compared with the main board's quarterly requirement. To compensate for reduced reporting, listed companies should be encouraged to increase their communication with investors.
• Requiring only online reporting through exchange websites, and remove requirements to print reports. Websites can also be used to reduce the cost of investor relations and communications more generally. 
iv. Governance Requirements
Governance requirements for SME exchanges are often reduced compared with the main board. For example (see Table 12 ), JSE AltX companies are not required to comply with all aspects of the King Code of Corporate Governance, Bovespa Mais has reduced board requirements, and AIM has no formal corporate governance requirements. Others, such as TSXV and NSE Emerge, where issuer governance requirements are strong, do not reduce their standards compared to the main board.
An important question is what elements of corporate governance are investors willing and not willing to forfeit for SMEs? Lowering requirements, such as removing the need for an audit committee or the number of independent directors, might not substantially harm investors in SME equity, but other reductions, for instance, related to mandatory tender offers or the need to notify about substantial and insider holdings on related party transactions, may affect the value of a company and minority shareholder rights. 
D. Bridging the Information Gap between Issuers and Investors: The Use of Advisors
Advisor Requirements
Even if disclosure content is not significantly reduced, as is true for most SME exchanges, there are still many challenges to investing in SMEs, because of their often riskier nature, less extensive corporate experience, and typically larger information asymmetry between issuers and investors. Bridging this information gap is critical for an SME exchange's success. Building the exchange so that issuers find their footing, while providing adequate information and protection to investors, is key.
Using nominated or authorized advisors is an important way to help bridge these information gaps. These are institutions that are regulated by the SME exchange and serve two main roles, both of which help investors decide whether a company is a good one in which to invest. The advisors:
• Assist companies in the various steps to an offering and oversee that the SME complies with ongoing listing requirements after the listing. Advisors assist SMEs, many of which are unprepared, to meet listing, disclosure, and governance requirements. They help prepare and approve the information documents.
• Assist investors by providing a stamp of approval for an SME's suitability to access the market. Advisors need to support successful companies to preserve their reputations and livelihood. Their support for a company is an indicator to investors that a company is a good investment.
AIM and NewConnect use their advisors most effectively and extensively:
• AIM was the first exchange to use Nominated Advisors, or Nomads. Nomads are highly selective in whom they bring to market since their accountability for ensuring compliance continues long after the IPO, and their reputation hinges on this.
• NewConnect's use of Authorized Advisors (AAs) has helped bring companies to market.
The advisors are regulated and have to have successful listings. If they support too many SMEs that are not successful, they will lose their license.
Several elements are needed for these advisors to create confidence among investors in the companies they support and for their support to be well placed. Most critically:
• The individual advisor, and the advisory company, is licensed and regulated by the exchange and/or capital markets regulator. Certification and criteria for admission are key to market credibility and investor confidence.
• The advisor's reputation is based on how often it supports successful companies and, conversely, unsuccessful ones.
• The regulator needs to be willing and able to use enforcement actions when the advisor does not do its job well, including revoking the advisor's license.
Both AIM and NewConnect had problems with advisors bringing poor quality companies to market. There were a number of bankruptcies and failures. In the interest of market quality and safety, NewConnect tightened its disclosure obligations and requirements for AAs. NewConnect's approach to licensing and regulating its AAs is a key reason for its success at creating an active and quality marketplace for a large number of SMEs, including many small ones (see box 1). The JSE AltX has similar requirements and will disqualify a Designated Advisor (DA) for poor performance. GreTai advisors are licensed by the Financial Supervisory Commission and are assessed on an ongoing basis by GreTai.
The advisor model is by no means universal. Bovespa Mais has no advisor model because its target companies are medium-sized enterprises that are able to fulfil requirements. Bovespa Mais felt the advisor model would add too much to the costs for these companies. They will consider introducing advisors for smaller companies.
Some exchanges do not like the advisory model because it implies reducing the exchange's responsibility to vet companies that come to market: the advisor assesses a company's readiness and suitability to list. Once the exchange steps in and certifies the advisor's selection, the exchange takes on the role, and reputational risk of the stamp of approval. This is the case for TSXV, which does not have an advisor model because it believes that the exchange should do the final vetting of an SME's suitability to list. TSXV wants to have the final say in quality control over what is listed, particularly for early-stage companies. TSXV has a sponsorship model and provides intermediaries with standards for due diligence for bringing a company to market. The exchange puts a lot of weight on the sponsor's opinion but does their own vetting. This practice is in response to quality and reputational issues that arose in the 1990s that put the viability of the junior market in Canada at stake.
NewConnect on the whole has had a positive experience with its AAs, who have played a large role in the exchange's success. Their approach to regulating AAs is illustrative of ways to do this successfully:
• License the AAs • Assess them annually, and receive an annual report of their activities.
• Require the AAs to demonstrate that: 1. The companies they support have complied with various requirements, such as disclosing information, capital raising, dispersion of investors, average cost of issue, cooperation with the exchange, and information on the appropriate webpages.
2. They help develop the market. NewConnect assesses AAs on their contribution to developing the market, for example, through promotion and education events.
• Require them to accompany the SME for three years after listing.
• AAs face fines, sanctions, and removal from the register of AAs if they breach rules and regulations. If AAs fall into the bottom 30 percent of firms according to their annual assessment, NewConnect removes them from the list of AAs.
It is important to create clear regulation against conflict of interest between advisors and the SMEs they bring to market. Advisors are being paid by the company and at the same time are responsible for assessing their readiness for market and ongoing disclosure. Therefore, advisors should not be appointed to any company they are connected with and should not be allowed to cooperate with the issuer. JSE AltX companies have to appoint a DA. Advisors can be paid in shares of the company as fees; however, at no time may the DA's holding exceed 20 percent of the total issued securities of the class of shares concerned. On GreTai, advisors can hold up to 3 percent of the shares of a company they introduce, which allows them to have a financial interest that is tied to the company they recommend.
Box 1. What Makes WSE NewConnect Successful?
The Warsaw Stock Exchange, the biggest in Central and Eastern Europe, operates NewConnect (NC), an EU Alternative Trading Platform. NC opened on August 30, 2007, just before the global economic crisis.
NC has listed a total of 508 companies since its launch, raising more than $1.2 billion in capital, including secondary offerings. As of March 2014, the exchange has 442 companies listed with market capitalization of $3.5 billion, which makes it Europe's second largest SME exchange in terms of number of listed companies, following the United Kingdom's AIM.
Key elements for its success include the following: 1) Good timing: External conditions supported the setup of NC as bank deleveraging during the global economic crisis reduced financing to SMEs, who then went to NC. 2) Dynamic SME base: Although a young economy, Poland has a dynamic private sector with 4 million regulated companies, of which 1.8 million are active. More than 99 percent of Poland's companies are SMEs. In 2009 a Czech company was the first foreign debut. Eleven foreign companies are now listed. 3) Strong retail investor base: A large number of knowledgeable retail investors comfortable with risk taking, who were already active traders in the derivative and foreign exchange markets.
4) Receptive policies and flexible and less onerous regulation:
i) Reduced entry requirements, lower cost than main market ii) Reduced ongoing reporting frequency and more time to deliver information iii) Private placement mechanism, used by the vast majority of issuers 5) Well-regulated Authorized Advisors: To support companies through the listing process and vet the company for investors. AAs can lose their licenses if they support too many unsuccessful companies. 6) Willingness to address problems: 2011 saw a record 172 offerings on NC. However, they included some companies of lower quality. Growing reputational problems (accusations of insider trading, bankruptcies) saw trading volumes and offerings fall during 2012 and 2013. In 2013 the WSE announced higher requirements for companies and AAs from June 1, 2013, in the interest of market quality and safety. This was to make the market more attractive for investors and shift the focus from quantity to quality.
Who Can Be an Advisor?
The types of companies that can be advisors is large and varied, including financial advisors, brokers, legal firms, merchant banks, and consulting firms (see Table 13 ). The choice is often determined by, first, which institutions can provide the needed services, and then which of those institutions the exchange has regulatory authority over. For example, banks are typically regulated by the banking supervisory authority and thus cannot be sanctioned by the exchange.
Being an advisor to SMEs has become an important business line for these firms:
• NewConnect has approved about 70 AAs, mainly financial advisory companies, some legal firms, and a few brokers. Advisors run the gamut from large bulge bracket firms to niche players that developed in response to the market.
• In South Africa, DAs are a combination of large and small boutique corporate finance firms or investment banks. DAs are regulated by the JSE.
• In Istanbul, BIST Nomads are licensed by the exchange and are intermediaries. The Capital Markets Board wanted full supervision over the advisors, including the ability to end their license and take them to court in case of a breach. This approach excluded a number of very experienced people and financial institutions from the market. Instead, BIST selected the advisors and invited them into the market. Twenty-five to 30 companies now play the role. 
E. Improving Trading and Liquidity
The Need for Specialized Secondary Market Intermediaries
Larger intermediaries often do not find it economically viable to be active in the SME market. Bulge bracket firms typically do not want to work with companies with less than $50 million market capitalization because they are less financially viable for them as the time and effort going into an SME listing is the same as for that of a large firm, and commissions are typically charged as a percentage of offer size.
As a result, SME exchanges need to encourage a layer of small, specialized intermediaries to support SME equity issues. In some SME markets such as Poland, a group of specialized intermediaries, usually brokers or small investment banks, have arisen to fill this niche. These specialized intermediaries are often less expensive than the bulge bracket firms.
Thus the ability of intermediaries to be profitable from the SME exchange is key because there is little trading and liquidity. Many small-scale intermediaries lack the experience to originate companies. It is often useful to pair them with investment banks that have origination capabilities but that do not have a distribution network to exchange investors. A multibroker system, whereby specialist intermediaries can syndicate capital raising in a more efficient way, can be considered. A final consideration is to look for ways in which the exchange can extend the time whereby specialist intermediaries are with companies as the company and market capitalization grow. Specialized brokers tend to lose SMEs to bulge bracket firms as they grow.
Improving Secondary Market Liquidity
Secondary market liquidity remains an unsolved challenge for most SME exchanges in EMCs, and this affects investor appetite for SME paper. The small size of the issues will always constrain liquidity, as will smaller shareholder numbers, lower dispersion of investors, and lack of research and information. In most cases, SME equity will not trade like equities of larger companies.
The question is how much liquidity is actually needed. Although difficult to exactly quantify, investors require enough liquidity to feel reasonably assured that they can exit from an SME investment should the need arise. AltX's lack of liquidity is a significant concern for investors. The limited ability to sell shares when required and the limited free float makes it difficult for investors to take significant stakes. The AltX market has a liquidity ratio of 13 percent compared with 39.2 percent on its main board.
Many issuers are not concerned about the lack of liquidity of their shares, once they have raised capital. It is in the exchanges' interest to educate issuers about the importance of liquidity if a company is to do a secondary offering, and liquidity is needed if a company is to graduate to a main board.
The SME exchange might also require participation by a diverse set of investors to encourage liquidity, which may require listing rules focused on dispersion, for example, a minimum number of shareholders. NewConnect's requirement for distribution of investors is that 15 percent is held by minority shareholders. This can help, but here too the small issue size commonly seen in SME markets will be a constraint.
Exchanges are trying various other approaches to increase liquidity, from auctions to market makers. A number of exchanges, including Bovespa Mais and NSE Emerge, tried to introduce auctions for stocks; however, the experience was not good. Problems arose in Brazil, where brokers did not commit to the auctions, believing they were for failed companies. The approach ended up reducing, instead of increasing, liquidity. NSE Emerge tried a call auction for their first SME listing but reverted back to continuous trading, also because companies saw the auction as a stigma, indicating a poor stock.
Many exchanges encourage market making for SME listings to encourage liquidity (see Table 14 ). For example:
• BIST, NewConnect, and Bovespa Mais offer subsidies to market makers to participate in smaller, less liquid stocks, for example, reduced trading fees for market makers. In return there is often a minimum requirement. Bovespa Mais exempts trading fees for market makers but requires minimum size and spread requirements.
• NSE Emerge has requirements for market makers of minimum depth and within stipulated bid offer spreads.
Some exchanges require companies to have a contract with a market maker:
• NewConnect requires the issuer to have a contract with a market maker when they list.
• NSE India requires a market maker for an SME for three years after listing. All members of the exchange are eligible to act as a market maker for SMEs provided they meet exchange criteria and are registered.
Unlike the case on many main boards, short selling is typically not allowed on SME exchanges and would be difficult given the small size and often illiquidity of the float. Market makers are required to subscribe to an offering and hold shares to facilitate market making. This may lead to conflicts of interest because market makers have a financial stake in the SMEs. 
Encouraging Research
Very little research analyst coverage is available for listed SMEs, because analysts typically do not find it commercially viable to cover small companies, because of both size and the difficulty of getting information. Lack of research and knowledge has a negative impact on investors and means that small stocks are not exposed to institutional investors by research houses once they are listed. This reduces liquidity.
As a result, some SME exchanges take steps to encourage research, including paying for research for a period of time, including paying analyst fees (see Table 15 ). NSE pays for research on all SMEs for a two-year period, and analysts are paid to do multiple companies at one time, with a cost of around $1,000 per company. Bovespa Mais subsidizes research for its companies for two years, and the cost is $15,000 for two reports a year. JSE AltX pays for two or three reports per year. To help both the exchange and companies, a broker or analyst association often assigns an analyst to the company. • Bovespa Mais applied the rules of the main board to the SME segment, although companies had up to seven years to comply with the financial rules.
• Bovespa Mais does not have an advisor model.
Brazil has a large number of medium-sized companies with clear financing needs that wanted to go public but were considered too small to list and raise capital on the main exchange. In 2011 Bovespa Mais was reorganized to target these companies.
The key issue for Bovespa Mais is investor demand, and it has faced challenges in developing a domestic investor base for SME markets. It is working to increase the number of local investors on the main board as well. Retail investors reduced their participation in the stock markets during the 2008-2009 financial crisis. Domestic institutional investors are traditionally buyers of government bonds; however, as interest rates are falling, they are now looking at different asset classes including SMEs. Seventy percent of investors in main board IPOs are foreign and want large opportunities and high liquidity.
In 2012, BM&FBOVESPA visited seven countries (Australia, Canada, China, Poland, Republic of Korea, Spain, and the United Kingdom) to learn from their experiences of building SME exchanges. Based on the findings, in 2013 Bovespa Mais undertook a review of its regulations and operations, which came into effect in 2014. This was driven by and supported by a group of regulatory bodies including BM&F BOVESPA, the CVM, the Securities and Exchange Commission, the National Development Bank of Brazil (the main source of capital for SMEs), the Federal Innovation Agency (which funds companies with investment in innovation), and the Brazilian Industrial Development Agency.
In July 2014, a tax exemption until 2023 for investors acquiring stocks of SMEs directly or through funds investing a minimum of 67 percent in SMEs was published, completing a set of measures that also included creating a closed-end fund dedicated to SMEs, expanding the limits for PE funds to invest in listed companies, eliminating the obligation for companies to publish in newspapers and offerings publications, a restricted offering to qualified investors, and a simplified prospectus.
F. Providing Other Incentives to List and Invest
Given the importance of SME financing, some governments and exchanges offer incentives to encourage the development of SME exchanges by improving the attractiveness for issuers and investors.
Government Support and Incentives
Governments can offer various types of incentives and support, including tax incentives for issuers and investors, investing directly in the SME market, and providing grants for issuers to cover listing costs, which they do to varying degrees in SME exchanges.
Tax incentives: Very few jurisdictions offer tax incentives to issuers. Some offer tax incentives for retail and institutional investors, although often not specifically for listed SME investments.
AIM benefits from a package of government incentives for retail and institutional investors in early-stage financing that includes SME offerings, for example:
• The UK Enterprise Investment Scheme-Offers tax relief to individual investors in SMEs. It is designed to help smaller companies raise finance by offering an offset against an individual's income tax liability up to 30 percent of the cost of new shares in an SME.
• The UK Venture Capital Trust (VCT) Structure-Offers investors income and capital gains tax relief. VCTs are tax efficient publicly traded private equity companies listed on the London Stock Exchange, whereby the fund managers apply for the tax concession on behalf of investors.
• Receive favorable tax status for AIM shares in individual savings accounts (ISA).
• Have AIM shares classified as business property, so they are exempt from inheritance tax if held for a two year period.
• From 2015, stamp duties on the trading of AIM shares will be abolished.
Grants: For SME issuers, nontax incentives such as grants are often provided to pay a portion of IPO costs. These are successful because many companies express concern about having to spend on fixed costs such as a prospectus, and then not having a successful IPO. For example:
• Borsa Istanbul with the government provides grants of $50,000 to $70,000 for initial spending by SMEs on IPO costs.
• The Polish Agency for Industrial Development provides grants that cover 50 percent of listing costs on NewConnect, which is used by many companies.
Participating as a PE Investor in SMEs
Government can also support SMEs by participating as a PE investor in SMEs, through development finance institutions or government-funded PE funds, providing support to issuers, adding liquidity for other investors, and exiting through an SME exchange. They can also invest directly through an SME exchange (see Table 16 ).
In Brazil:
• The Development Bank of Brazil (BNDES) invests directly in small companies and exits through the capital markets.
• BNDES is proposing to be able to invest in listed SMEs directly, asking companies to list on Bovespa Mais, even as a private placement. This would reduce their cost of supervision and improve governance and transparency because companies would need to adhere to the market's standards. BNDES also announced a program to participate as anchor investor for IPOs in Bovespa Mais.
• Brazil is also looking to establish a new type of closed-end fund that specializes and invests in small companies through public or private investments and can act as an anchor investor in IPOs.
GreTai has a large domestic retail investor base and therefore does not require investor incentives. They have had an innovative program for primary market issues since 2009, which has proven successful. Companies in the technology innovation, agriculture innovation, and culture creativity sectors that cannot fulfil the listing requirements of minimum setup years and two-year profitability requirement can apply to the Ministry of Economy, Ministry of Agriculture, or Ministry of Culture to receive a letter of approval. The letter will recognize the product or technology as marketable with potential for growth and allows GreTai to waive the two criteria. This has to date allowed around 30 smaller or startup companies to apply for IPOs, none of which have failed (although some have been bought out or delisted). 
Exchange Incentives and Support-Outreach and Training
As noted earlier, many SMEs in EMCs do not want to list, because they do not understand the benefits, do not want to share information or ownership, and find listing to be expensive and complicated.
i. Outreach
The exchange has a role to play in educating companies about the benefits of going to the market compared with other sources of finance, and in which circumstance an equity market listing is the preferred route for an entrepreneur. For many exchanges, outreach is a daily activity.
• China's Shenzhen Stock Exchange did outreach to more than 5,000 potential companies.
• NSE Emerge offers the NSE Capital Market Awareness Program for SME promoters to make them aware of the capital market for capital raising.
Outreach is often in partnership with intermediaries, auditors, and commerce and industry associations. In some cases, the exchange has involved nongovernmental organizations and government to support the outreach efforts. An exchange may need to create a national campaign to bring the full range of supporters around the topic. For example, Borsa Istanbul's "National IPO Campaign" partnered with Chamber of Commerce offices in cities around Turkey. BIST trained the liaison officers in each city.
Investor information days are useful to promote the exchange and showcase listed companies, providing investors with an efficient opportunity to meet several companies in one day. They are instructive for SMEs, who learn what investors are looking for.
ii. Training
Exchanges often offer special training programs to educate SMEs on the benefits of listing. Pre listing training covers corporate governance, information disclosure, and capacity building, and includes support for preparing offering documents and advice on valuation, pricing, and how to attract investors. Post listing extends to managing investor relations, exchange compliance, and ongoing investors' coverage and visibility. For example:
• AltX offers mandatory Directors Induction Courses. The JSE has duplicated the NASDAQ Issuer Services Model, bringing together education and training to executives of listed companies, investor relations, and public relations executives. Training includes listing requirements, targeting investors, investor relations, and financial media management. Services also includes providing venues for financial results announcements, Annual General Meetings, or any other activity companies may wish to host. The JSE also has a media center that houses Bloomberg (yet to go live), CNBC Africa, SABC, and a radio station (Power FM). The JSE has a customer relationship management team, with one person focusing on AltX companies. This function is outside of the DA and has the objective to engage with companies and pick up early warning signs of potential problems.
• NSE Emerge has a voluntary Capital Markets Certification Program to ensure that Compliance Officers and/or CFOs of the SME exchange understand the pre-and postregulatory processes.
Exchanges can also provide courses and seminars to educate investors in investing on the SME exchange. Table 17 shows various exchanges' activities in the areas of outreach and training. 
Creating a National Campaign: Combining Government and Exchange Efforts
Developing a national campaign can enhance public awareness about the importance of SME finance to the national economic development plan and how the SME exchange can help provide that finance. Government and exchange efforts can then be combined to support the SME exchange in playing this role. For example:
• The Warsaw Stock Exchange convened a group that included the Ministry of Finance to build consensus around the market development, align goals, and connect the SME exchange to the government's economic plan when developing its WSE NewConnect SME market.
• In Brazil, a group of regulatory bodies concerned with economic growth, which included BM&FBOVESPA, the CVM (the Securities and Exchange Commission of Brazil), the National Development Bank of Brazil (the main source of capital for SMEs), the Federal Innovation Agency (which funds companies with investment in innovation), and the Brazilian Industrial Development Agency, created a common agenda and concern around the issue of SME financing and in 2013 launched measures to improve SME access to the market. Most measures were implemented by mid-2014.
• In setting up the SME exchange in Turkey, the Istanbul Stock Exchange approached the Ministry of Industry and nongovernmental organizations to gain support for developing the SME Exchange and secured financial support from the SME development agency and grants from international organizations as a result.
V. Conclusion
Developing an EMC SME exchange is clearly a challenge, given the small size of the issues and issuers and the often underdeveloped nature of local equity markets more generally. Before working to develop an SME exchange, countries need to determine if they have the appropriate and supportive context, most critically a supply of growing SMEs that are willing to use public equity markets to raise financing, interested investors, and a supportive macropolitical, legal, and regulatory environment. Government commitment is also key, because government efforts can affect the SME exchange's ultimate success. As is true with developing any marketplace, technical challenges are significantly easier to address than structural ones such as the corporate culture, size of the local investor base, and macroeconomic and political environment.
This paper assumes that the broader context is on the whole conducive to developing the SME exchange. It focuses on and takes stock of the types of actions exchanges can take to make the requirements for listing and trading on the exchange doable by SMEs.
The goal is to provide a document that helps stock exchanges think through the key questions that need to be addressed to determine if, when, how, and for whom to develop an SME exchange. The paper does not address two important areas:
• It does not address the broader issues that need to be considered when building any marketplace, such as whether there are sufficient SMEs, investors, and a supportive legal, regulatory, institutional capacity, and political-economic context. It focuses primarily on technical steps that exchanges might adopt related to exchange operations. Before applying these actions, an intensive diagnostic would be needed to assess whether the broader context is conducive. Taking the measures discussed in this paper alone will not spark a successful SME exchange.
Although a specific model is not proposed, there are approaches that this analysis suggests are widespread and/or could be beneficial to consider (see Figure 1 ). Most exchanges:
• Focus on SMEs that have a fairly sizable growth rate, because they will have capital demands and be most willing to use an exchange to obtain it.
• Allow private placements to further reduce entry requirements, at least as a first-stage step to being listed.
• Have advisors that vet issuers and provide comfort to investors about the quality of the issuance. To be most effective, these advisors should be licensed, regulated, and sanctioned if they support too many ultimately poor performing issuers.
• Have outreach, public awareness campaigns, and training for SMEs.
Developing an SME exchange is a complex topic and raises many critical questions, many of which are not addressed here. This paper is the first in a series on developing SME exchanges. Subsequent papers will address and expand on related issues, including the following:
• The preconditions for developing an SME exchange.
• Whether SME exchanges can be sustainable in small market countries.
• Partly related to that, whether an SME exchange can be created if a main board does not exist and, whether the SME exchange then becomes the main board. If so, is another entity needed to subsidize the exchange, such as the government, and will it? • The performance of the larger SME exchanges such as AIM and TSXV during times of crisis and how might smaller SME markets perform in a challenging environment.
• What elements of corporate governance do investors want to see for SMEs? As smaller firms, SMEs may not need as extensive corporate governance as larger firms, but what corporate governance elements are investors willing and not willing to give up?
